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Drezhnev and Kowygin face the same fundsmental econceic problems
that Kirushchev with his vigorous gambles wss unable to solve. The Boviet

econcmy today is overcomitted. Orowth rates Mave slowed down. Econcidic

edninietration 45 muddled. And the populace continues to grumble sbout
tre lack of housing, the poor quality of condumer soft goods eand durables,
and the general waderfulfillmeat of utoplan promises. A recent favorable

develugment s the good karvest vhick bas siaunched the outflow of goll;

alsc favorsble {8 the availability of long-term credits for the import of

muck-needed packinery from the West and Japen.

Overccomitment. With an econcmy balf the size of the US economy, the
Soviet lesdership is atteumpting to meteh the US race in the arms race. ‘e
rete of growih of tolal Soviet military expenditures bas slowed dovn in
1953-54% compored Lo 1959-62, but the continued expension of military XK & D
efforts and the introduction Qf nev miveile pyetems i intensifying the
pressure ca ule limited supplies of high-quality manpover, materials, and
equipneat. At the same tiwe, the leadership muet reaise substantially the
rate of grovth in investusent if {ndustrisl capscity ia to be modernized
and former ratea of growth in output restored. The ey "chemfcaliration”
brogram, vhich calls for vastly increased capacity in fertilizers, plastics,
and mun-msde fibers, already appears to be dragging because of failure to

camzlete plants on schedule and of surprisingly small imports of pev plant
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gad techaclogy from the West -« only about $200 miliiee in contracts to
dste in 1964, Besides Gofesee end dndustry, mgriculture too s & lusty
clatmast for additional rescurces, e.g., for & new irrigstion progrem and
for the fertilizer pr@srw‘r,ri Q?ﬁ%&r’i« $ts delphic statements that
efforts will ke mede to maintain milfitary strength, modernise industyy,
end ralse standards of living -~ 18 in no ot to slash ccamitments, although
neither 18 it likely o plle new comitments on old in Kbrushebevien faskion.

Blowing deem. Whersas the over-all anmml rate .caf edvance of Soviet

GHP in the 1950'c was 6-T percent, in the 1950's 1t fs ruaning 4~5 pervent.
The sbnormmlly low rates for 1962-63 - aversging about 2} percent - were
coused largely by failures in agriculture. In 1964, in contrest, agricultural
production bas bounced back and WP grovth for this single year ERy be adbuve

& percent, a performnnce vmlikely to be repeated in 1965, (See the mecea~
panying chart.) However, the estoudy slowdown in the growth of fsdustrial
production contimmes, even by the admisslon of Soviet statistice. QOur
figures, which normally rua @hout 2 percentsge points below the officisl
Soviet index, ebov tle follwring amaual average growth rates in {ndustriel
productiont

1963 — 0f
1962 «= 5% (projection based on 9 mooths data)
Iast year in sunovncing revised industrial plans for 156%-65, the
Soviet leaderahip tacitly conceded that growth i{n 196k vould be slowed

because of the realmdffling necessary for the “chemicslizaticn™ progranm,
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but the higher rates of growth scheduled for 1965 reflected m belief that
industrisl profuction would subsequently spring back to a level consistent
with the Beven~Year Plan (1959-65). Scme modermte fuprovement is indeed
possible in l%s'with respect to Musmglvmth.

haddled econcelc edministration. Ome Gublous legeey of Kbhrushchev
wﬂummsaaemummdwﬁwmanwmwme
alainistration. Khwushelev's reorgsnizaticns of both Party and etate

linss of comtrol csue inemhmpidoﬂreor&wtbmthemm‘eac@ulﬁmly
be kalf digested. Ve suspect, for exasmple, tiat the bifurcation of regiomal
end local Party organizations -« i{nto a section to centrol industry and o
gection to control egriculture -~ has never really taken hold and may be

en irmediate object of reform by the nev regime. Alresdy the new lezger-
sbip hes suthorized the extension of an experiment in decentralived senage~
Beal o one-third of the garment end footwear piants ; this experiment permite
the individusl factory and: tetedl trede crgmnlmtion to make contracis
covering quantity, style, assortment, specifications, and, to & Yimited
extent, price of goods. In Avgust and September of thils year a series

of articles {n Fravda revived and widened the Liberman propogals of 1962;
Professcr Ye. 6. Xiberymn of Edbar'kev hmé proposed that “profitabdlity”
(mmamﬁtmtmapmmmm)bemwuam
factor {n evaluating Lrdustrial enterprises. The new leadership is confronted
vith these and other proposals to "decentralize” and/or "rationalize®

the maragement of the econcy. Fxperimentation is continuing, but mo

bagic clmnges can be
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expecied for the time bYelng. mqeickﬁeciﬁicnafﬁhemlmdemm;gto
relax yestrictions on privete sgricultural plots is very popwlar politically
@nd very sensible econcrically, but is not representative of the esdership's
generally temporizing epproach to problems of ecomcearto adeindstration,
Eeemvwwrefomecmumwt "with clrcumspection
and without fuss end basie,”

Conswmer grimbles. The Soviet consumer made solld gadna wnder Kxrushelov,

The depoacd leader, hovever, had usduly whetted consuser appetites by bluee
ehy praulses such as {n 1957 when he proateed to cateh up to US per capite
cutput of meat, milk, and butter "in the nemr future.® Bowsing and textiles
gre otber areas vhere prouises have fsr cutstripped performance; for {nstence,
housing construction bes Geclined eince 1959, and the original Seven-Year
Plan (1959-65) for housing is likely to be wsderfulfilled by at lesst 15
percent, Furiber promised, but inflaticnary, welfare measures have been
delgyedt for exmsiple, sdditionsl reductioms in the vorkveek, {ncreases in
minimmm wvages, and abolition of the fncome tax. Even with these restrictions,
incremges in money incomss will continue to exceed increases in the supplies of
conswser gocis. memlewmimntmmimmeswmm
MMMWMW‘MMWRyMMWHW
standards. If s espeocted, ey continmue the same genersl programs and
policies for the time beding, we can expset little to Lappen tat will allay

feduction of gold owtflow. In 1953/64 the USSR was forced to import
about 11 millton MT of wheat ang flowr from the West at & cost of approzizately
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$800 million. The Soviet geld stock has dropped frum about £2.2 billion
at e end of 1962 to about $1.4 billion today. The grain bervest in
1564 18 good -~ about msmmonmmmdtogsmummumss-»
- and substantial de&nmnclwgermeéed long-term oredits
fmﬁeatem&ampe&né&maofmmlhxmdm&&iﬂim&o%&mm
availsble for fiusncing $wmports of machinery needed to modernize Soviet .-
industry; use of these eredits, hovever, bss been surprisingly slov so far.
ks for additicnal favorable develomments, foviet exporis ere slovly inercasing,
and ddguer comitoents end dravings in the Soviet econcmic sid Progren are
being increasingly offeet by a growing vwlme of repayments. Thus, the
gereral picture in Soviet forelgn trade end in the balance of paymeats
suggest tlat large exports of gold beyond domestic rroduction are at sn end,
&t least for the tiwe being.

Sumsinzg vp. The Soviet econcmy today las fmpressive strengibs --
rapidly growing heavy ludustry end military and opsce Successes -~ and

glaring veaknosses -- neglect of the consuser, @ pondercus managerisl systen
which is 1ll-adapted to the cosplex demanda of & Bedern econcey, &nd, most
im;:ortantef&ll,&slcwiagdwnafgmthinthe!’mefemnﬁlngcczmito
ments. The pew Soviet leaders, assuming they centinuwe in office, are
muwmmmmmuamemmtmm@mm.
Such & change of style may vork better, especially if dogmatism can be kept
in chack.
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DATA FOR THE CHART

{Pexcent)
1956 1957 1958 1959 1960 1961 19562 1963 1o6k
Gross National Product 8.3 &9 9.2 4o L9 6.7 3.3 1.7 6.5
Industrial Production 8.6 86 86 85 7.3 69 T.0 58 5.0

Fet Agricultural Production 1.7 -0.1 10.3 -4.1 0.5 8.6 -1.2 -5.1 10.0.




